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CHAI RMAN JAMES:. At this tine, 1'd |like to encourage

the panelists to engage in a dialogue with each other and wth

comm ssioners as well. And | want to -- John, | wll get back to
you in just a mnute. I'"'m going to go over to Conmm ssioner
Leone. And please, if you feel like you want to step in, feel
free to do that. I|I'msorry. MCarthy. Wat did | say?

COW SSI ONER  Mc CARTHY: M. Ader, do | have your
pronunci ati on of your name correct?

MR. ADER: Correct.

COW SSI ONER Mc CARTHY: Just a few short questions.
How many publicly traded ganbling corporations are there, all
forms? Do you know of f hand?

MR ADER Yes. It's between 90 and 100 and that --

COWM SSI ONER McCARTHY:  I'm not tal king just casino;
I"mtal king all forns.

MR. ADER: So that includes horse racing, lotteries,
| ottery equi pnrent conpani es?

COWM SSI ONER Mt CARTHY: kay. O those 90 to 100,
how many are casino corporations?

MR. ADER: \When you say casino corporations --

COWM SSI ONER McCARTHY:  They derive the bul k of their
profit fromthe operation of casinos.

MR. ADER:. |I'd say about --

COWMM SSI ONER  Mc CARTHY: Not race tracks, not jai
alai, not --

MR ADER -- 20 to 25 in total.

COWM SSI ONER McCARTHY: Okay. \What has been, if you

know, the average profit of the casino corporations over the |ast
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three years, five years, whatever period your firm nmay do its
anal ysi s enbraci ng?

MR. ADER: How are you defining profit? Net profit
after --

COW SSI ONER McCARTHY:  You tell nme how you normally
define profit when you give those reports to your clients.

MR.  ADER Vll, you know, the profit, from our
perspective, would be net incone after tax after depreciation.

COW SSI ONER McCARTHY: R ght.

MR. ADER.  And you know, we obviously |look at it by
mar ket, and then in aggregate, if we were to look it up -- if you
were to -- if | were to give you ny best estimate, you know, of
every publicly traded casino conpany in ternms of what they
generate in profits, it's probably $6 to 7 billion range.

COW SSI ONER  Mc CARTHY: And that's not -- that's
after taxes, after depreciation.

MR. ADER: That woul d be everything.

COW SSI ONER McCARTHY:  After everything. One fina
guestion to you, sir. Do you have a list of all institutiona
i nvestors, public and private, t hat i nvest in ganbling
cor porations?

MR. ADER: I could absolutely get it for you. I
don't have it on nme but it's very publicly avail abl e.

COW SSI ONER McCARTHY:  That's fine. Wuld you m nd
providing that to us? W'd appreciate it very nuch.

MR ADER  Sure.

COWM SSI ONER  Mc CARTHY: Thank vyou. Dr. Ryan, |
appreci ate your comrents because this is a conplex question and,

of course, there are people who benefit or suffer from ganbling
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that wll speak from the heart and from their need to support
t hensel ves and their famlies on either side of this issue.

But we're asked to try to cone up with a body of
information that will nmake the public nore inforned in nmaking
these decisions in the future as to whether to initiate or expand
or termnate ganbling in different legal fornms in their states.
And it's tough getting at this issue because of its conplexity.

So the question | wanted to put to you, if you w sh
to take a stab at answering it now, that's fine, but | would
really appreciate your reducing this to witing. If this
commi ssion were going to authorize sonme studies on the nost
essential questions on economc growh, what -- how would you
frame that study, if you woul d?

If you want to answer it in part now, but if you'd
give it to nme --

DR. RYAN. | nmean, the sinple answer is the question
that both Professor Thonpson and | talked about, is where the
dollars come from Looking at an analysis of -- going back to
the source of the ganmbling dollars to then figure out what Kkind
of displacenents there are in the econony and what the net
i npact .

Now, that's excluding the social cost of ganbling but

just looking purely at the economc, that's how |l would franme the

guesti on.

Now, obviously, that requires a | ot nore thought than
that but that's where we have to hone in on, | believe, not the
guestion -- | nean, sonme of these questions -- job training --
every industry that I know of in today's world -- and |'ve worked
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with quite a few of them-- is putting a trenendous investnment on
job training in today's econony. That's what you have to do.

So | don't -- to focus on does the ganbling industry
provide nore job training than the shipbuilding industry, than
the retail trade industry, than the insurance industry, to ne is
really sort of a no-brainer. You know, if we find the answer to
that, I'mnot sure what we can do with it.

So | would focus, from an econom c point of view,
where the dollars cone from in terns of |ooking at the net
i nvestment and net economic activity that could be created.

COW SSI ONER Mc CARTHY: Al right. If you wouldn't
mnd framng that in witing --

DR. RYAN. | will attenpt to do that.

COW SSI ONER McCARTHY: -- whether it's three pages
or ten pages or whatever you think it should be, we would
appreci ate receiving that.

Finally, if I may, M. Coner, | read both reports
that your conpany issued, the nacroeconom ¢ study, Decenber ' 96,
| think it was, and then seven nonths later the m croeconomc
study. In the nmacroeconom c study, you said this study nakes no
attenpt to analyze the socioeconomc effects of casino ganbling
because such effects are largely based on anecdotal evidence, et
cetera.

And then | noticed in the m croeconom ¢ study, which
included this area anong three areas, there really wasn't much in
there either about the, what Professor Thonpson referred to as
the negative externalities which we should be gaining an

under standing of to weight against the positive externalities.
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|'m already satisfied that people who get jobs and

el evate their standard of living, that's a positive externality.
What we're also trying to find out is what are the negative

externalities.

Now, | know -- |I'mnot sure your staff would normally
be researching the so-called social costs or negative
externalities. I'"'m not sure you were even asked to by the

Anmerican Gam ng Association who comm ssioned you to do your
study. Were you?
MR. COVER. W were not engaged to | ook at either the

positive externalities or the negative externalities. In the
positive externalities, | tried to nake the point -- and | rust
have done a poor job -- in saying that the job, just the fact

t hat sonmebody has a job doesn't neasure the positive externality.

What is the benefit to our society if sonebody's
child grows up and has a job in the future versus going to
prison? What is the positive externality of somebody who has a
healthy child and the cost that society doesn't have to bear for
t he next 75 years?

COWM SSI ONER  Mc CARTHY: You made that case clearly
and | understood your point so there wasn't any anbiguity about
t hat .

MR COMVER So we weren't -- we were not engaged to
study either one of those, either positive --

COWM SSI ONER  Mc CARTHY: Well -- but you did address
positive externalities --

MR. COMER:  No.
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COW SSI ONER Mt CARTHY: -- by nerely raising the
questions that you just did. The answer is inplied. There is a
positive benefit.

MR. COMVER But we don't know the anount. That's
correct.

COW SSI ONER Mc CARTHY: Vll, is it your view that
there is no way to neasure positive or negative externalities?
We've had plenty of testinony before this commttee from people
who tell us what getting a good paying job neant to them and
their famlies, how it changed their lives in very specific
terns.

MR COVER But they didn't -- but sir, they did not
nmeasure, okay -- and do | think there's a way? Yes, | think that
there's -- | think that there nay be a way to nmeasure those. The
point is, is that | think it would be a significant anount of

work and we weren't asked to do that.

COWMM SSI ONER  Mc CARTHY: kay. That's all [|I'm
asking --

MR COMER:  Yes.

COW SSI ONER  McCARTHY: - - because from the
statenents you nmade in your study, including even your

statenents, and your testinony was this norning, it sounded |ike
maybe you were asked but you reached the conclusion that there
was really no -- it was anecdotal information, there was really
no way to ever neasure that.

So | just wanted to clear that up. Thank you.

CHAI RVMAN JAMES: Commi ssi oner Lanni ?

COW SSIONER LANNI:  Dr. Ryan, if | may, a couple of

conment s. One, you indicated that obviously ganbling is
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addi ctive and you indicated the percentages, whatever they are,
fromthree-tenths of one percent to 1.3, 1.6 percent. | have a
question. Wat human activity, in your mnd, is not potentially
addi ctive?

DR. RYAN. I'man economst. | don't know. | guess
there are a |lot. I was just going to say | don't think I'm

addicted to work but | just --

COW SSI ONER  LANNI : I don't nean you as an
i ndividual. [|'m saying human bei ngs.
DR. RYAN: I don't know if any of us are although I

just tal ked to sonebody who cl ai rs he was.

COW SSI ONER LANNI : What activity is potentially
not --

DR RYAN. I'mnot qualified to answer that question.
Clearly there are sonme things that addictive -- addiction that

can be nore problens. W're all probably addicted to food. Sone
of us go overboard. There can be additional problens.

DR THOWSON. 1'd like to cotment. |1'd rather live
in a neighborhood with a conpul sive ganbler than a drunk driver.
But there m ght be an assunption, and | see it inplied in sone of
t hese studies, that ganbling addiction replaces drunk driving.

In our studies of people in treatnent, we found a
very high nunber of cross-addicted people and that conpulsive
ganblers were much nore likely to be alcoholics and have drug
dependency probl ens than ot her peopl e.

So we all have to have sone addictive outlet. [If we
have a certain personality, genetic structure, but it's not that
ganbling will substitute for all the other addictions. Ganbling

will add to other addictions in nbst cases.
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He's certainly saying if you ganble you re not
spendi ng the noney on sonething else. And he tal ked about the
Lexus and | addressed that in ny report. If we're ganbling on
rather than spending noney on a foreign product, we' re Kkeeping
the noney in our econony, we're holding it |onger.

But when | interviewed 698 people in Wsconsin, ten
percent said if they weren't ganbling they would spend the noney
in the grocery store and 25 percent said they would spend it on
cl ot hi ng.

Now, those nonies can spin out of the econony as well
but I don't think for nbost of the ganblers in the United States,
the alternative is a Lexus or a conputer. | think it's a product
that is a donestic product.

By saying it's a wash, |I'm just saying that this is
all within the donestic market. | really would dispute the 19
percent of Las Vegas noney being foreign noney. That's about --
equates with the California noney ganbling in Nevada and the
numbers would be twice the nunbers of all the conventioneers
com ng to Nevada.

And | don't think the foreign presence in Las Vegas
is that high but I do concede that there's perhaps as nuch as ten
percent and | think the nunber of foreign visitors is sonething
like four percent, and | assune they ganble nore than the other
peopl e.

But when we | ooked at ganbling -- we have a service
rat her than a tangi bl e product. Tangible products can add weal th
to the country because you have sonething left over. O course,
there is construction but with a service product, you have to ask

what is the long-range effect? Is it an investnent?
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And | nentioned training' s an investnent, education's

an investnent. So there are ways of looking at the particular

service, is sonething this service going to nake the society a
nmore productive society in the future?

And | think we really have to question gamng. It is

a recreation. It can have sone value for people relaxing them

They go back to work and they work harder.

These things can happen but | don't think it's a
product that we're exporting and | think a lot of our other
services, products -- certainly higher education in the United

States is a service product but it's an investnent in the future
and it is also one of our |leading exports in the United States.

CHAI RVAN JAMES:  Conmi ssi oner W/ hel n®?

COW SSI ONER W LHELM Those of wus in Nevada are
tenpted to debate or correct Dr. Thonpson endlessly and | shall
resist. Dr. Ryan, | found your presentation extrenely hel pful
and | was not trying to argue that we should ignore things |ike
productivity when we try to think about econom c inpact.

| do think, however, that it's critically inportant
that when the analysis of the externalities, as you folks call
them is done, that we consider the negative externalities of
bot h unenpl oynment and |ousy jobs, and | don't hear that com ng
t hrough nost of this break-even analysis stuff.

| mean, if anybody doubts the negative externalities
of lousy jobs, that person should spend a little bit of tine in
Los Angel es County. Los Angeles County is flooded, not wth
unenpl oynent so much except in certain sectors, but with |ousy

jobs in the tourismindustry, in the manufacturing industry.
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attenpting to neasure along with the other externalities that you
cite.

DR,  RYAN There's no question -- and a conplete
anal ysis of those social costs and benefits and external costs
and benefits needs to look at that -- at those issues. And
again, it gets back to what | was saying. Were are the dollars
com ng fronf

Those industries you're talking about, | suspect --
and | don't -- haven't done an analysis -- but in Los Angeles are
probably industries that in five or ten years are going to be
of f shore anyway, that, you know, when we tal k about peopl e taking
grocery noney.

Well, the food processing industry is known to have
the | owest paying jobs and probably the |east benefits of just
about any except maybe garnent manufacturing. The -- | nmean --
so there are -- you have to |look at where those dollars are
coming fromand then overlay that with your objective function.

If this were a group of environnmentalists and we were
tal king about the environnment, you wouldn't so much care about
good jobs and job training. You care about does it pollute the
envi ronnment, what's going to happen to the nunber of trees?

So we have legitimte debate and we can raise certain
values to higher levels in trying to come to public policy.
That's why public policy -- that's why sonetines econom sts are
not very good and certainly can't do all the public policy
because it requires us determ ning what are we going to val ue?

And that could very well be sonething that we val ue
highly and could give it high marks. Now, but we have to be

careful that in net terns the ganbling industry produces better
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jobs than the alternatives. That's the question that needs to be

answer ed.

CHAI RMAN JAMES: Conmi ssioner Leone.

COW SSIONER LEONE: | think there's a m ssing piece
of a discussion that | want to spend a nonment on. It's one of
the reasons, | think, a lot of discussions about the economc

i npact of ganbling, whether it's regional or national, mss the
poi nt because there's an artificial gover nnent - i nposed
characteristic of the business that produces scarcity.

The state lotteries are nonopolies. Foxwoods Casi no
is an extraordinary exanple because there aren't 50 other
casi nos. The analysis of these conpanies is obviously based on a
conpetitive environment in which people can't just open another
casi no.

New Jersey only has ganbling in Atlantic Cty. |If it
were opened up state-wide, the value of those Atlantic City
properties would be altered. And it affects the economcs in a
vari ety of ways

When there's a service that people want, we generally
believe that having it provided as efficiently as possible with
the |owest profit margin, et cetera, is desirable and will help
t he overal |l econony.

If we wanted -- if we accepted ganbling as a good
t hat peopl e wanted, we woul d argue that econonm c policy should be
to introduce nore conpetition and reduce the price of that good
and the margin of what other people have lotteries and state

lottery effective tax rates 70, 80 percent.
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W would -- if obviously, sonebody else would be
wlling to provide a lottery and only take 50 percent out or 40
percent or whatever the rest of the right nunbers are.

W don't do that because we accept as an inplicit
argunent the fact that there are costs that we can't neasure. W
don't want to -- people, they generally don't want to have
ganbl i ng next door, they don't want to have it everywhere.

It makes the discussion of the economics, | would
argue, however, very awkward because we go from place to place
where this inposed scarcity neans that, gee, this has been great
for Atlantic City or this has been great for Biloxi or this has
been great for the Pequots and Foxwoods.

But that question of the economc inpact is
conpletely distorted by the fact that there's a scarcity that
exi sts that has been inposed. Liquor licenses are a little like
t hat . | nmean, that isn't the only thing. There are a lot of
other things that are like that.

But we're not engaged in a free narket, free
enterprise attenpt to provide this service, entertai nment service
as efficiently as possible. If we were, it would be, | would
argue, a dramatically different |ooking business. And the reason
we don't do that is because we inplicitly assune a variety of
other cost factors and it's not because we consider it an
i nnocent busi ness.

| f suddenly -- well, personally, | Iike The Four
Seasons by Vivaldi better than any piece of nusic and if the
notion of string quartets caught on in this country and all over
the country string quartets are being sprung up and being paid

for out of tax revenues, from an econom c point of view there
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would be very little future in terns of efficiency if people
wanted |ive performances because you'd still need four nusicians.

You could never perform it with three, apart from
obviously CDs and other things that have nmade it nuch nore
efficient, but very few people would be conplaining that this was
a negative and terrible developnent in the country that we were
tying up so many resources in string quartets.

On the other hand, clearly in the ganbling area, we
do believe there's a good reason -- sone of us believe -- a very
good reason to restrict it, and when we | ook at the reasons, we
talk about a variety of things that are hard to neasure, sone of
which are externalities we're tal king about which are al ways hard
to measure and extrenely externalities in sone.

And from a national point of view, the inpact on the
society and on the overall econonmy, we wonder about things |ike
debt | evels and savings levels, which also are inportant in terns
of growt h.

What | wonder about is if there's anybody on the
panel who has an idea about a way one mght develop a nationa
anal ysis that |ooks at questions |like debt, efficient production
of the service, externalities of cost, even a nodel that m ght be
devel oped and if it's even roughly conceivable to think about the

i npact of ganbling in those terns because obviously no one’s done

t hat .

| suspect it would be very difficult but I don't know
that it's inpossible. Peopl e have devel oped npdels that
certainly purport to denonstrate all sorts of things about

vari ous econom c inputs and out puts.
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The defense nodel is a very good exanple because
defense is sort of a strange thing in general. Qobvi ously, we
want to have it. By and large, we don't use it on any given day.
It's hard to neasure. Health care is another one where people
have struggled with health care which is also quite |abor
i ntensive, high growth area.

People clearly want it. Everybody wants all the
health care they can imgine getting. Does anybody have any idea
of how we mght -- this mght be approached as far as ganbling
goes?

MR. ADER: Let ne just interject a perspective. I
t hi nk several econom sts have said Wall Street is both an engi ne
and a mrror of the national econony and, you know, | think to
sone extent that's very true.

But when you l|look at the casino industry, because
it's limted in the nunber of states in which it's legal, it's
very hard to call it a national industry. |It's really a nationa
industry in the context of regional analysis.

And, you know, obviously | spend all of ny tine
analyzing regions and the conpanies wthin the regions to
determ ne a national perspective which is reflected back in the
mrror Wall Street provides of public stock val uations.

And all we can do as analysts trying to determ ne
whet her or not the casino industry is a good investnent is to
create nodels that reflect the best, in the best way we can,
whet her or not the business has been a good return on capital
vest ed.

And the nodel that we would propose to create was to

| ook at just that because if the gam ng business proves to be a
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The trick to that would then be estimting what woul d
happen to the other because if you increase that quantity
purchased, people are consumng nore ganbling services as you
becone -- as you go into a conpetitive narket.

Then you're going to have, if there are negative
externalities, you're going to have bigger externalities and then
you woul d have to nake the assunptions that well, if we have one
percent of -- let's use that nunmber -- of the ganbling of the
popul ation is addicted to ganbling and that nunber m ght grow by
X percent as we extend the demand, then, you know, we could

measure those effects.

So it is -- it wuld be difficult to that because
we're not sure. We've been operating in an environment -- part
of the creation -- or the logic of the creation of this

commi ssion was that we didn't have ganbling except in Las Vegas
in this country legalized in its many forns for years and years
and all of a sudden states started opening that up through
conpetitive reasons.

And as they opened that up, we saw this trenendous
increase and the Wall Street guys -- look at the funding of the
Harrah's casinos, you know, and Wall Street mnakes m stakes.
They're a mirror sonetines there are little cracks or distortions
in that mrror.

And they said this is a great investnment and they put
noney into it, $850 mllion, and right now sonmething that's nmired
i n bankruptcy. So that -- but what happened was we had a
tremendous explosion nationally as we took sonme of those fetters
off the industry. |Is that going to continue? And that's what we

don't know yet and |'ve not seen anybody devel op.
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| nmean, we know, as econom sts, it's not going to

continue at that rate but you could develop a nodel but it would

be very difficult to enpirically test that nodel, | guess is the
poi nt .

CHAI RVAN JANMES: In the interest of tinme, |'m going
to ask our commi ssioners to try to focus our questions and see if
we can get nore in. W're going to go to Conmm ssioner Loescher
and then to Conm ssioner Bible.

COW SSI ONER  LOESCHER: Thank you, madam chair.
Sitting on the comm ssion here, we have to deal with conpeting
and conflicting interests across Anerica. And we've seen the
explosion of gaming with state governnments; we've seen it wth
tribal governments and non-profit entities; and then the private
sector recently.

And I'd like to ask M. Coner and M. Ader if they
could help me with a couple questions that | have. You know, we
| ook at the conpeting interests that we have and we see that the
private sector has created the largest investnment and expl osion
in the last, let's say decade or so in investnment and gaming in
Aneri ca.

I|"m inpressed with Arthur Andersen's study, in that
it reflects the capital investnent that's there and equity val ue
that's invested by stockhol ders across Anerica and in gam ng, at
| east with those publicly traded conpanies.

And | had a couple thoughts. You know, in |ooking at
state governnents and tribal governnents, they bring the return
right back to the governnent. The dollars go directly to the

governnent. In return, the private sector, through the publicly

NEAL R. GROSS

COURT REPORTERS AND TRANSCRIBERS

1323 RHODE ISLAND AVE., N.W.
(9ND\ 224_1422 WAQHINRTAN N~ 2NNNR-27N1T  wasnar nan Irnrnce ~n m



© 00 ~N oo o b~ w Nk

N N N N N N N N NN P P P P P PP RP R,
© 0O N o U b W N P O © 0 N O O N W N P O

Septenber 10, 1998 N G1.S.C. Biloxi Meeting (3
traded conpanies, bringing that dollar right to the investor, to
t he st ockhol der.

And |' m wondering, you know, kind of nusing over this
phenonmena, how nuch noney is really being returned to the
st ockhol der ? You said $6 to 7 billion, a lot of noney, and
conpare that with how nuch is going to state governnents and
tribal governnents and the yield, the net return.

In ternms of the public policy, we see the private
sector noving to expand greatly into gamng in Arerica, but is it
good public policy in terns of return to the public interest?

s it better to return that noney to investors and
encourage the private sector, as a matter of public policy, to
invest in gaming or is it better to have state governnents,
tribal governments, and non-profit kind of concept in gam ng? Do
you have a vi ew?

MR. ADER: First, let me just clarify, and |I've had
the chance to do a calculation, as well, while |I've been sitting
here. You know, the $6 billion nunber that, you know, | gave to
you was the question of public conpanies that own casinos, which
includes Hilton and Starwood, which are primarily hotel conpanies
ina fight.

You isolate actually the total value of, you know,
pure casino conpanies, the nunber's nore like three and a half
billion dollars, which includes the public bonds of Foxwoods,
which is, you know, obviously, one of the nost profitabl e casinos
out there.

But in the context of how shareholders who are
taki ng, you know, a substantial amount of risk as projects get

devel oped in these new markets and, you know, New O| eans was an
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exanple of a market that turned out to be a bad return relative
to risk.

There have been obviously a handful of successes and
failures in the gamng industry. It's going to be a long tine
before Wall Street, you know, |ooks at the New Ol eans market
again as -- and steps up, wlling to take risks because of the
experience there.

But as a risk taker and as an entrepreneur and as an
i nvestor, you have a right to earn a return on your investnent.

And part of the analysis being done right now on Wall
Street is the analysis of the risk you take as an investor in the
gam ng industry versus other industries, and not just hotels and
time share and skiing and other aspects and thene parks or novie
theaters, other aspects of the hospitality industry, but all
i ndustri es.

And why Internet stocks have done so well is because
the risks are very high and to date the returns have been
astronomcal and it's created a flow of capital and it's created
a substantial anount of jobs and, as well, you know, a new
i ndustry.

For the investors in the gaming industry, | couldn't
i mgi ne there being the devel opnent that there's been today in
the maj or markets and even the smaller nmarkets if it weren't for
private sector capital and individual investors and institutional
investors who have a right to earn a return on their noney for
the high degree of risk they're taking, given both the successes
they' ve had and the very public failures |ike New Ol eans.

CHAl RMAN JAMES: Conmi ssi oner Bi bl e?
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COW SSI ONER LOESCHER:  Madam chair, | still have two
nor e things.

MR, COMER: Could I just -- | just wanted to try to
address that in a different way because | think that there are a
couple of things that naybe are m sunder st ood.

Wth respect to the casino gamng industry, of its
funds about 12 percent of their funds go to taxes, to governnent.
Now, when you're talking about the remainder, the net profits of
the casino gamng industry, which mght be 5 percent, 6 percent,
those don't go out to the shareholders. They get reinvested.

So they take those net profits and they go to Jason
and they go borrow nore noney and they get nore equity and they
build these places that you see here. So they actually take
those profits four tines as nuch goes into building.

And historically, dividends are not paid by casino
gam ng conpanies. And, in fact, the value that Jason is talking
about is the value of the stockhol ding going up but they are not
seeing a return of cash out of the actual funds or revenues that
are comng in, then being paid out as wages and taxes.

COW SS| ONER LOESCHER: Madam chair, | need to --

CHAI RVAN JAMES: M. Loescher, I'"'m going to let you
finish your two questions and then we'll go to M. Bible.

COWM SSI ONER LCESCHER: Ckay. | appreciate that
Thank you, madam chair. You know, sonebody nade the statenent

that the return on the investnent is |ower than other industries,
12 to 16 percent is the gist | got fromthe testinony.

MR. ADER. Hotel industry, | said.

COW SSI ONER  LOESCHER: Yet | look at the Arthur

Andersen report, if you look in the back, billions and billions
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and billions of dollars are being invested in capital for new
facilities and inprovenents to existing facilities. It's
astronomcal. |It's inpressive.

And | wonder, and |'m thinking of public policy and
what ny friends in Congress think about when they're |ooking at
t he budget.

|'"'m wondering if that -- if the tax policy that
affects the investnents in these facilities, you know, whether or
not the investnents are being benefited, the tax benefits to the
investors for capital inprovenents are what's causing the
investnments in these facilities and pushi ng earni ngs.

And there's going to be a return to the stockhol der.
You know, you say you're not paying dividends today but there
will be a return at sone point when they sell these facilities or
do sonmething with their stock somewhere down the road. There's
al ways a return.

And getting back to tax policy, |'m wondering, you
know, what you think if there were changes in tax policy rel ated
to these kinds of investnents, how your investors would |ook at
t hat i dea.

MR. ADER: | think, fromny perspective, any increase
that we would see in the current jurisdictions to taxes would
have a negative perspective -- a negative inpact on how we
perceive the market. It's a higher degree of risk and it limts
the return potential .

And the higher, you know, the higher the tax rate,
you know, an investor can take their noney and put it in the bank
and make, you know, 4 or 5 percent. And to take a risk, you want

sone sort of prem umover that, you know, quote risk-free rate.
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And, you know, paying a substantial portion of your

profits in taxes does take away that potential to earn a return
relative to the risks that they're taking and it would have, you
know, severe negative inplications on our flow of capital to
these new markets, not just for casino devel opnent but for all
ot her, vyou know, developnent around the casino such as your
hotel s and other anenities, you know, that are an inportant part
to the, you know, to the nmarket around the casinos which have

acted as the engine.

COW SSI ONER  LOESCHER: Yes. One | ast, madam
chai r man. | suffer from the sanme |ack of education that M.
Wlhelm has with regard to economics but |'ve been around a

little while, and |I'm puzzled by the professors here in their
tal k about the, you know, no net gain kind of concept.

Wen | see the investnent in gamng casinos and
billions of dollars, you know, the infrastructure, all the things
that are attendant to the surrounding areas and what-not, to ne
it's organizing wealth, concentrating it. It creates capital
i mprovenents and opportunity because these facilities are there.

It inmproves the quality of life of the area and
creates opportunity for adjacent capital inprovenents to these
comunities. So I'm just sort of puzzled, you know, although
the, you know, the jobs issue and these other issues are out
there and you argue that there's no net gain, | see a
concentration of wealth in certain areas in Anerica being created
by this industry.

And it's nore apparent -- and | cone from Al aska --
you know, | amvery inpressed driving down this highway over here

and seeing these huge buil dings and even this buil ding.
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And Native Anmericans on reservations, if they could

have these buildings and these <casinos, it would be the
begi nnings of organization of wealth, inprovenent in quality of
life and creating opportunity for business and jobs. And so |

really have a hard tinme listening to your no net gain concepts

but I --

CHAl RMAN JAMES:. Coul d you address that briefly?

DR, THOVPSON: Vell, | think it's very easy to see
the assets of the industry. |It's very easy to see the positives,

to see the jobs, to see buildings. W can question whether the
casino part of the building is adding to the econony in ternms of
a structure but a hotel certainly adds val ue.

But we don't see the negative side. W don't see the

jobs that are |ost. W don't see other buildings that aren't
being built with the same revenues. It's very easy to see the
positive.

| think one of the problens in the equation of
ganbling is the externalities are hidden, the job transfers are
hi dden, but we always can get a report on the positives. It's
just difficult to see the full equation.

Al so, on the balance, many industries probably don't
have -- are just break even, but our society has so nmuch wealth
that we can absorb this in the society. So the fact that there
is some, you know, a negative equation on gam ng does not mnean
our society cannot absorb the negative as it is.

CHAI RVAN JAMES: Certainly. Dr. Ryan?

DR. RYAN: I think we have to be real careful to
di stingui sh between the local inpact and the national inpact.

And you're absolutely right that at the local level, in sone
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cases you can see and there are net benefits and there's no
guesti on. And | think this area of the @il f Coast is probably
one of those.

However, as Bill said, you' ve got to be careful about
comng from sonewhere and you can't see that where it's com ng.
"Il give you an exanple and let's take it out of the ganbling
i ndustry.

When Disney built his resort in Olando, Florida, we
used to have a thene park, not a big D sney by any neans, in New
O | eans. Well, not too long after, it went out of business.
Lost jobs, we lost an opportunity for the locals who couldn't
afford to travel to Ol ando, Florida.

There's a trenendous concentration of wealth in

Olando, Florida as a result of Disney's investnent there. There

are little pockets, of the south nostly, |ike New Ol eans, that
have seen wealth flow out of that. It's hard to neasure. New
Oleans is still a relatively big econonmy. W can't neasure and

it's hard to see that but it's there.

CHAI RVAN JAMES:  Commi ssi oner Bi bl e.

COW SSI ONER BI BLE: For Drs. Ryan and Thonpson, when
you go about your studies and you do your equations, how do you
account for illegal gamng activity?

DR. THOWSON: Excuse ne.

COW SSI ONER BI BLE: How do you account for illega
gam ng activity in ternms of either cost or benefits?

DR, THOWSON: 1'Il tell you --

COW SSI ONER Bl BLE: It would seem to nme that at

| east on the benefit side you have readily avail able information.
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On the cost side, you have information but you don't distinguish

bet ween whether it's legal activity or illegal activity.

DR. THOMPSON. Ckay. |'d say one thing, you have to
bal ance the two off and say what are the spins in the illegal
It will be hard to get the information.

But | would just suggest when you're talking about

j obs, the appearance of state l|otteries that intend to put
nunbers ganes out of business are hurting communities in terns of
j obs because of nuch -- there certainly were many good jobs in
ghettos for nunbers runners and the intent of the state was to
put those peopl e out of work.

You have to see is there noney |eaving the country,
is there noney going into crine activities that are leading to
theft? W know the crine famlies in Las Vegas are in a hone
burgl ary business and so there were sone negatives there, but if
they're just spinning the noney around in a different way, see
how they're spending it.

DR. RYAN: I mean, the obvious question, do we | ook
at those and try to look at those? |It's getting data is very,
very difficult. Wen you do surveys of residents they may tel
you t hey have ganbling problenms but they're not going to tell you
that if they engage in illegal ganbling activity, even though if
it's an anonynous survey.

So it's very difficult to get data but | think it is
a factor. W legalize video poker in any place that has a |iquor
license in Louisiana. They can have three video poker machines.
W legalized video poker and the major argunent in that

| egislation was all the bars are doing it illegal anyway.
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There are these illegal video poker machines that we
can't control so why don't we do it legalized? At |east we can
tax it. So there is illegal ganbling industry. | think there's
a parallel argunent of sonething that hasn't been nentioned, |
don't know to the extent that you've seen it.

There's a growing -- we're talking about -- if we're
tal king about the externalities involved in addictive and
conpul sive ganbling behavior. There's a growing offshore
i ndustry in ganbling that, either through the Internet or through
t el ephone sports betting, is going to, | think, grow enornously
in this country.

It could have very nuch the sane external cost but
wi thout any of the benefits of ganbling. And that's another
thing to add into the equation that we really haven't |ooked at
to this extent.

DR THOVPSON: And | think we have to |ook and see
who owns those offshore things and if the profits are com ng back
into the United States or are they going off to other countries.

CHAI RVAN JAMES: Bill, did you have foll ow up?

COW SSI ONER BI BLE:  No.

CHAI RVAN JAMES: Dr. Dobson.

COWM SSI ONER  DOBSON: Dr. Ryan, and then Dr.
Thonpson. Dr. Ryan, you said in your conments, if | understood
you, that state regulators, state agencies and so on have
historically attenpted to Iimt the ganbling venues.

DR RYAN: In nost cases, yes.

COWMM SSI ONER  DOBSON: Yes. Wereas they have not
attenpted to Iimt golf courses, theaters, thenme parks,

Di sneyl and-type organi zati ons and other forns of entertainnment.
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DR. RYAN. Basically. R ght.

COWMM SSI ONER DOBSON:  That inplies there's sonething
bad there associated with --

DR. RYAN. They think there's sonething bad.

COW SSI ONER DOBSON:  What is that sonething bad?

DR. RYAN. | nean, |'mnot sure what goes through the
m nd of |egislatures when they create -- | think historically --
because renenber, we're talking about going back hundreds of
years, that legislators, public policy makers just felt, wthout
any kind of evidence, that ganbling was bad.

This was not sonething that you ought to do with your
noney and so they passed legislation creating it. | don't think
they had a lot of data or even know edge of addictive ganbling
behavi or. It was just norally, religiously, except when the
church did it, it was bad.

| don't really know the answer to that question
because | don't know what was in the mnd of |egislators when
t hey passed it.

DR.  THOMPSON: In Belgium the prine mnister's son
was a conpul sive ganbler so they nmade all the casinos illegal but
then the king wanted to go to a casino so they, over a period of
about 80, about 90 years, they permtted eight casinos that are
| egal to operate under a very specific set of rules.

So norality comes into the question. It's a genera
feeling. It gets into the policy making. | don't think all
policy makers in Congress use cost benefit analysis and detail ed

COW SSI ONER DOBSON: So the cultural attitude 50
years ago, that ganbling was dangerous, unharnful -- rather,

harnful, and therefore ought to be limted --
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DR, THOWPSON: Limted.

COWM SSI ONER DOBSON: -- was just based on enpty
perspectives on norality and not on any kind of true
under st andi ng of the culture.

DR, THOVPSON: No. There was -- people would
understand but the understandings weren't at the sort of nmacro-
scientific, analytical, conputerized |evel.

COWM SSI ONER DOBSON:  Ri ght.

DR, THOMPSON: Peopl e had intuition. They gat hered
facts, they gathered information, they went through the
argunment s. It was less scientific than maybe decision making
coul d be today but even today its not.

COVMM SSI ONER DOBSON: Al right. If we have no nore
hard evidence, Dr. Ryan, than you're speaking of now, why don't
we just turn it loose and let it go? Wy don't we |et everybody
have fun with it? Wy don't we put them everywhere? Wy should
there be any regulation on where they are if there is not sone
harnful effect somewhere?

DR. RYAN. Sure. | think -- | nean, that is a public
policy issue and many econom sts say -- and | don't -- | would
have no problem as an econom st or personally, with that kind of
decision. Let it go, let the market determ ne.

But many people now feel that the addictive problens

and the costs that conme out of all that addictive behavior, now

that we have a little nore information on ganbling as an
i ndustry, is the reason why we should not limt -- should we
not --

COWM SSI ONER DOBSON: There's the heart. Wiy didn't

you answer ny question like that?
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DR. THOWSON: In South Carolina. | think it's very,
very negative in terns of the social cost, the conpulsive
ganbl i ng. There is no inport except you get sone Augusta,
Ceorgia people on the state |ine ganbling. You don't get any
i nport of resources.

They're spending dollars and the people that own the
machi nes are out of state people. The profits are | eaving. I
think it's extrenely negative and it's probably one of the worst
forms of ganbling we have in the United States but it's your
| aboratory, if you want, to see what w de open, unrestricted
ganbl i ng can do.

COWMM SSI ONER  DOBSON: So last question. You would
di sagree with Dr. Ryan that there ought to be sonme regul ation and
limtation, and if so, there must be sonething negative there to
regulate and limt.

DR. THOMPSON: Well, | don't disagree with him but |
agree with what you said. There should be all of these things
t hat ganbling has positive aspects. | think it has to be limted
and definitely controll ed.

COWM SSI ONER DOBSON: Thank you.

CHAI RVAN JAMES: Thank you. Wth that, I'mgoing to
have a -- what -- just a mnute. | think we do need to have a
break in order to focus our time and our attention this
af t ernoon.

| do want to go to Comm ssioner MCarthy and make
sure that he gets his final question in but I want to thank our
panel for the depth of the information that you' ve given us and
t he di scussion that we've had.

| f you have one final question.
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COWM SSI ONER McCARTHY:  Thank you.

CHAI RVAN JAMES: Certainly .

COW SSI ONER McCARTHY: Qur two inside experts here,
both from Las Vegas and both very know edgeable about the
ganbling industry nationw de, but certainly with sonme special
informati on about Nevada conpani es. You're aware that
Proposition 5 is a very big issue in California, of course.

And for the benefit of the audience, that would
aut horize maybe in excess of 100 federally recognized Native
Anerican tribes to have what we call Cdass IlIl ganbling or
general casino ganbling. Wat do you advise your clients would
be the effect on their conpanies in Nevada?

And Professor Thonpson has sone special know edge
about this, too, but what would be the effect on their -- |
appreciate this can't be absolutely neatly conpartnentalized.
Some of these conpanies are publicly traded; some of the
sharehol ders are in California. So how do you neasure this? But
do you have any comments on that?

MR.  ADER: Well, | should clarify. Il live in New
York actually, but | do know that -- the Nevada conpanies well
You know, it's very hypothetical, you know. VWhat it is is a
risk. In our discussion with investors for the Nevada industry,

particularly Las Vegas, you know, and Reno, it is a risk that's

out there.

It has caused required returns to go up because as an
investor in a Nevada conpany, now this is an overhang until it's
resolved. It may ultinmately provide investnent opportunity and a

positive for the equi pment conpani es for the equi pnent conpanies

that may provide devices there, but until there's a decision, a

NEAL R. GROSS
COURT REPORTERS AND TRANSCRIBERS

1323 RHODE ISLAND AVE., N.W.
(9ND\ 224_1422 WAQHINRTAN N~ 2NNNR-27N1T  wasnar nan Irnrnce ~n m



© 00 ~N oo o b~ w Nk

N NN N N N N NN R P R RPB R R R R R
0o N o oo A WON PP O ©O 00O N o 0o r~ WwWN -, O

Septenber 10, 1998 N G1.S.C. Biloxi Meeting <Y
vote, and there's sonme clarification as to where it's going, it
woul d be inpossible to draw concl usi ons.

COW SSI ONER McCARTHY: Okay. | should have inserted
that I'mtold by M. Bible and others that probably at |east 30
percent of the revenues in the ganbling industry in Nevada cone
fromCalifornia ganblers and they | eave somewhere over $2 billion

a year in Nevada that they don't take hone again.

Now, I appreciate bus conpanies in California
benefit. They take people to Nevada. And there are sone other
conpanies that wll benefit. Overall picture though, it's a
detrinent --

MR COVER | think that there's no doubt --

COW SSI ONER McCARTHY: -- to California, | think.

MR COMER | think that there's no doubt, one, that

right now it is inpacting equity values of casino conpanies that
have significant holdings in Nevada and pulling them down to
where they otherwise nmght not be because of that, and that
there's no doubt the 30 percent nunmber that you used is about
correct as to the amount of casino gam ng revenues that Nevada
derives from California residents.

And there's no doubt that those revenues would be
decreased if there is wde-spread gaming on Native Anerican
reservations in California. | nean, that's just froman econonic
standpoint, that the State of Nevada, their casinos wll |ose
revenues if, in fact, that passes.

DR. THOVPSON: I think it's a mxed situation. One
thing, the California econony is not hurt by Las Vegas nearly as

much as you think because we don't make anythi ng and we purchase
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probably 90 percent of our supplies from California or through
Cal i forni a.

But it is a mx. The casinos in California right now
are not drawing a | arge nunber of Nevadans away and | don't think
the new proposition is going to change the nature of casinos in
California, except that they may attract investnents and you
m ght have sone nice resorts.

And when that happens, we mght be inpacted, but |
think it wll be Nevada conpanies that wll be developing the
resorts.

COW SSI ONER M CARTHY: If | worded it to say if
there were four or five Foxwoods in California --

DR. THOWSON: Yes. Right.

COW SSI ONER  McCARTHY: --  would that affect the
Nevada ganbl i ng economny?

DR.  THOWPSON: Yes, if there were very nice resorts

with big hotels, you know.

CHAl RMAN  JAMES: Since this 1is the national
comm ssion, | don't think we have a dog in that fight. So with
that, let's take a break and we'l|l be back in 15 m nutes.
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